A. Introduction
In this new millennium, regionalism has begun to emerge in East Asia. East Asian
Countries have been focusing on ways to expand intra regional trade that include: the establishment of Regional Trade Agreements (RTAs) in the form of Free Trade Agreements (FTAs) and Economic Partnership Agreements (EPAs). The trend towards regionalism has created a profound regional and indeed global significance (Harvey and Lee, 2002) . Japan, Korea and China are regarded as the key actors for such action in East Asia.
Being acknowledged as the economic front runners, Japan, China and Korea are assumed to have heavy responsibility for the economic welfare in the East Asian region.
It is very obvious that East Asian regionalism cannot be put into practice without these countries' strong support. Unfortunately, the lack of institutional arrangements among these giant countries has stalled the overall welfare effect for the East Asian communities. The present driving force of the China-Japan-Korea (CJK) relationship is the market by which in some sense is not enough therefore the more institutionalized approach is needed to join these activities so that it can sustain the economic growth in the long run. The main focus of the institutionalization in trade is to make these countries grow together with which can make positive externalities throughout the East Asian region. In the long run it is expected that CJK will lead to regionalism in East Asia.
The structure of this paper proceeds as follows. The first section studies the economic structures and trade patterns in the CJK. The next section examines the effect of openness in the CJK to economic growth in these particular countries. The third section analyzes the prospects of the CJK increased welfare in creating spillover effect to ASEAN4, which in this paper serves as a proxy for ASEAN countries.
from the shift of trade towards a more industrialized structure. The emergence of China as a regional manufacturing center is a dominant factor that contributes the trade shift.
The overall picture of the trade amongst these countries is described in figure 1. It is clear that trade activity is very intense by which performs as the major contributing factor for economic growth in the region. The vast amount of trade has been very likely steered up by the amount of FDI flows among them with Japan as the sole leader of it (figure 2). In other words, the creation of economic transformation in China and Korea that geared up the trade was enchanted by Japan's role in making investment in those countries. Source: Watanabe (2008) B.1. Measuring the short and the long run equilibrium of export to GDP To some extent, trade is almost synonymous to a country's welfare. More specifically, some research pointed out export as an engine of economic growth. From this stand point, it is important to measure export sustainability to the economy, which in this section export among the CJK become the main focus.
As already explained earlier, Japan, China and Korea are experiencing golden period in doing export among them. Economic welfare is the most notable goal which links in this activity, but is it sufficient to boost the economy in the long run? A pure market driven activity without specific regional trade agreement might sometime create bias. It is clear that Japan, Korea and China are lacking of such agreement among them (Urata and Kiyota, 2003) as described in the table 1. i. China and Japan Export Relationship
ii. Korea and Japan Export Relationship
iii. China and Korea Export Relationship
In these equations, JPGDP, CHGDP and KRGDP are Japan's GDP, China's GDP, and Korea's GDP respectively while Export JP, Export CH and Export KR are the variables of export destinations to Japan, China and Korea. It would be possible to cointegrate Export and GDP since the trend in export and GDP would offset to each other, creating a stationary residual. The residual is called a cointegration parameter. In the data, if we find that the initial regression of the residual (ut) gives stationarity it means that ut is stationary at order 0 (level) and it is notated as I(0). But if ut is stationer in first difference, the variables of Export and GDP will be cointegrated in the first 1 This test employs time series quarterly data of GDP and for Japan, China and Korea ranging from 1985 to 2004.
The data is taken from CEIC database Feder (1983) , Ram (1985) , Dorasami (1996) , Ghatak, Subrata, Milner, Utkulu (1997) and Ekanayake (1999) of export and economic growth relationship.
B.1.2 Defining the Short Run Equilibrium: Error Correction Model
We long run equilibrium is called Error Correction Mechanism (ECM). The model of ECM is as have seen the long run relationship between Export and GDP. However, in order to make it objective, we should also see the short run since it is still plausible to perceive disequilibrium. Thus, could be noted as equilibrium error. This error then could be used to relate the behavior of the short run Japanese GDP to its long run. The technique to correct short-run disequilibrium to the follows: i. Japan
In the short run, there is an equilibrium error for Japan's Export to China with its relation to Japan's GDP. The coefficient of residual gives negative sign (-0.18), which means that Japan's Export to China is below the long run equilibrium. This will only lead to a rise of export for the following periods. But it is important to note that the absolute value of the coefficient (adjustment rate) is very small (0.18). This suggests that Japan's Export to China is moving in a slow phase to reach the long run equilibrium.
As for the relationship between Japan and Korea, the equilibrium error of the export trend is not significant. These suggest that Japan's GDP is adjusting to the change in Japan's export to Korea in the same period of time. In other words, Japan and Korea relationship in terms of export has already reached steady state level.
ii. China
The residuals for the relationship between China's GDP with China's Export to Japan and Korea are significant. These suggest that there is an equilibrium error in the short run. The negative signs put the Export for a constant rise to reach the long run equilibrium. In China's case, the adjustment rate or the phase of acceleration for the 8 long run equilibrium is very fast. It can be seen through the absolute value of the equilibrium error coefficients which are 1.09 and 1.33 for China's relationship to Korea and Japan respectively.
iii. Korea
Korea's case is somewhat similar to China. The residuals for the relationship between Korea's GDP with Korea's Export to Japan and China are significant. It yields similar explanation with China's case. However, the adjustment rate for the case of Korea is slower than China's but it is still faster than Japan's. It gives the absolute value of 0.23 and 0.48 for Korea's trade relationship to Japan and China respectively.
B.1.3. Interim conclusion
From the ECM, we can conclude that North East Asian region is not moving at the same phase to reach the long run equilibrium, which in this case Japan is the slowest one. The insignificant value of acceleration rate for the case of Japan trade relationship with Korea is also important point to note since it can be interpreted as an exhausted
Korean market for Japanese products (steady state condition). These facts are very crucial since it diminishes Japan's role as the sole leader in the north East Asia.
Although whoever the leader is not to important, but the stalled effect of a country's economic growth in these region will only serve as stumbling blocks in creating East Asian welfare. In order to strengthen regional welfare and accelerate the phase of adjusting, economic integration must take place.
C. The Openness in Trade
Greater economic interdependence between Japan, China and Korea will act well as the base of creating regionalism. In this sense, triangular trade agreements that dismantle trade barriers will smooth the progress of improved trade flows among these countries by means of greater market access. But unfortunately, this supporting environment only operates as fact in a sheet. The process of regionalism in this area is proven to be difficult.
These countries may have aggressively reached other countries in making FTA's and EPA's but none of which have been progressing among them (see table 1 ). The reason of it will be a subject for another research, while this section tries to focus on the effect of such agreement 2 2 Regional trade agreement provides openness to some sectors of economy to the economy. The lack of trade arrangements that liberalize the sector of economy is being noted as the main factor that contributes intra regional trade ineffectiveness in north East Asia. This hypothesis will be proved in the following sections to come.
C.1 Openness with customized RPL index
Export lead growth approach that has been done in the previous section with cointegration and error correction model has actually provided the basis to measure
This index is a measure of outward orientation of an economy that is based on international comparisons of price levels compiled for 121 countries by Summers and Heston (1988) . They price the same basket of consumption goods in domestic currency in different countries and then convert the measure into US dollars using the official exchange rate. Using the US as the benchmark country, the index of country i's relative
of a country, but in some ways this alone is not enough. It only works for confirming the paradigm of trade as an engine of growth but it is not sufficient to measure a more robust pattern of openness. Therefore, we then may have to address Dollar's Relative Price Level (RPL index).
RPL i = 100 X P i /P us X 1/e (10)
Where e is the exchange rate (no. of units of domestic currency per unit dollar) and P i is the consumption price index for country i and P us is the consumption price index for US.
Hence, one could use cross-country variations in these price levels to measure inwardor outward-orientation resulting from trade policy. With using the same analogy, this paper then customizes the RPL index into this formula:
Where P tp is the consumption price index for the trading partner and e is the exchange rate (no. of units of domestic currency per unit of trading partner currency). The customized RPL is then become a powerful tool to analyze trade openness between the trading countries.
C.2 Error Correction Mechanism (ECM) of RPL index and GDP
As already explained in the previous section, ECM provides the description of short run shock. In this particular case 4 , we examine the openness vis a vis trade liberalization trend in north East Asia region. From this particular test we can see that generally trade openness is affecting a country's GDP in a positive way. But in the short run, trade openness in the CJK is still below the equilibrium. This suggests that trade openness is still finding its form in this area. Although we might not see regionalism which liberalize trade in the short run, but the trend towards openness in trade vis a vis regionalism is progressing in a respectful manner. We can see this through the adjustment rate for the long run equilibrium (the coefficients of residuals) that yields an average of 1.1, consequently we might see regionalism in North East Asia happen in the future.
D. The Spillover Effect from Japan-Korea-China Triangular Trade to ASEAN 4
As giants of Asia, the growth of Japan, Korea and China will most likely create positive effect to the neighboring countries. Regionally speaking, the growth of North East Asia will boost the East Asian growth as whole, in this sense we might want to exercise its effect to ASEAN countries. To simplify things, this paper limits the effect to ASEAN4 since these countries have the same economic characteristics. This paper employs static panel data 5 model for this purpose. The following sections provide the analysis.
D.1 Examining the spillover effect through panel data model
A static panel data model can be specified as follows: 
Where i= 1,...N and t= 1,...T , where (x) represents the explanatory variables, (y) is the dependent variable and (εit ) the error term.
If we consider the average over time we have the following:
Subtracting (14) from (15) for each (t) we have:
The FE transformation is called the within transformation and the FE estimator or the within estimator, which is the ordinary least square (OLS) estimation of equation (16a), the pooled OLS. Under the assumption of strict exogeneity for the explanatory
the FE estimator is unbiased. If any explanatory variable is constant over time for all (i), it is swept away by the FE transformation
it x = the OLS estimation by FE also requires that the errors are homoskedastic and serially uncorrelated over time.
The RE estimator is more adequate if we think that the unobserved effect is not correlated with all the explanatory variables and the estimation is carried on by a generalized least square (GLS) estimation. The equation representing the RE model is:
If one thinks of the unobserved effect ( α i ) as uncorrelated with each explanatory variable (x it ) using a transformation (FE estimator) to eliminate (α i ) will result in inefficient estimators. Estimation of equation (17) 
In this case we have to remember that ( it u ) are serially correlated over time and the pooled OLS estimator is not the choice since it ignores the positive serial correlation and the idea is to use the GLS to take into account to resolve the serial correlation problem. The GLS estimation will be a pooled OLS estimation of the transformed model, which can be represented as follows:
One of the advantages of using such transformation and the RE model is that it allows for explanatory variables that are constant over time. By examining equation (18) 
Where: 
6 Japan, Korea and China GDP are included in the structural equation referring to Tran Van Hoa's (2003) assessment in the model 7 The model is simultaneous because we cannot determine C, I, G,X, M or Y without knowing the other 
Equation 21 describes the effects of ASEAN 4 consumption (C t ), investment (I t ), government expenditure (G t ), export (X t ), import (M t ) growth and the North East Asian GDP growth (JGDP t , CGDP t , KGDP t ) on ASEAN 4 GDP growth (Y t ). From the model, it is clear that consumption growth, investment growth, government expenditure growth, export growth and import growth have their own determinants that simultaneously form the structural equation. Consumption growth (C t ) is formed by last year's consumption growth (C t-1 ) and the present GDP growth (Y t ), Investment (I t ) on the other hand is influenced by the interest rate (r t ) and the GDP growth (C t ). It is also expected that exchange rate (EX t ), consumption growth (C t ) and trading partners economic growth (JGDP t , CGDP t , KGDP t ) have some influences on trade flows (X t and M t ) in ASEAN 4. The ranking of influence is presumably caused by the number FDI inflows to ASEAN from these countries as described below in table 7. The only bias is on China and Korea, even though the cumulative FDI from Korea to ASEAN4 was bigger than
China's, but it does not seem to be reflected on the ranking of influence. As for this, it is assumed that the high economic growth rate of China had been the major contributing factor (Urata, 2008) that overtook the influence of Korea's cumulative FDI flow to ASEAN4. However, such factor is not enough to surpass in the output, but it is clear that FDI is trade related in nature (Wong, 2004) . With its essentially open and outward-looking economies, the region is highly dependent on foreign investment for its economic growth. But still, the boosting power is not as much as in the spillover effect from the giant countries of Japan, Korea and China. Japan, in terms of GDP growth, has the biggest influence towards ASEAN4
followed by China and Korea at the second and third place. This fact is described by the coefficient parameter that gives the value of 0.559, 0.352 and 0.218 for Japan, China and Korea respectively. 10 Japan's influence to ASEAN4's economic growth since Japan's FDI contribution to ASEAN4 outweighed China's by more than one hundred folds. The story goes hand in hand with the flying-geese hypothesis that was developed by Japanese economist, Kaname Akamatsu (1935) . This model has beeen frequently proposed to examine the patterns and characteristics of East Asian economic integration.
The premise of the flying-geese pattern suggests that a group of nations in this region are flying together in layers with Japan at the front layer (Xing, 2007) 
E. Conclusion
We have made an interim conclusion that export leads the overall growth in North East Asia. However, it is important to note that Japan's phase of adjustment towards long run equilibrium is quite slow compared to the likes of Korea and China. This only yields as a stumbling block in forming regionalism in East Asia. The hard task is about making these countries move together in the same phase, which is why regionalism has to take place.
Since regionalism is an abstract term, the use of RPL index is essential. RPL index is a proxy of outward orientation of a country or in other words it is a representation of regionalism. Regionalism in this case goes hand in hand with openness in which it creates trade arrangements that liberalize some sectors in the economy. The ECM simulation gives a clear picture of the current form of openness which is below the equilibrium. It suggests that the trend towards regionalism is still far behind. It somewhat confirms the ineffectiveness of current triangular trade in North East Asia. It is expected that regionalism can eliminates such bias in trade.
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Moreover, since North East Asian countries has a big scale of economy, its economic development will substantially affect the neighboring countries in East Asia specifically ASEAN4. It is demonstrated by the large share of China-Japan-Korea growth that affects ASEAN4's GDP.
In the short run, there is a rivalry competition between China and ASEAN.
However, in the long run regionalism is expected to accommodate export growth for East Asia as whole. The growing significance 11 of China, Japan and Korea market for ASEAN4 will serve as the basis for regionalism. Thus, a unified East Asia could accelerate the momentum of overall trade liberalization, boost global economic growth, and contribute to international peace. 
APPENDIX Output 1-Engle Granger Cointegration test

